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ECONOMIC INVESTIGATION AS A BASIS 
FOR TARIFF LEGISLATION 

H. Pabker Wilms 
George Washington University. 

In speaking on this subject, I am not certain whether the topic 
assigned does or does not imply the retention of a protective tariff 
as a presupposition. The subject may be interpreted as a discussion 
of the best mode of imposing tariff duties, assuming that they 
must in some form be regarded as practically a necessary phenom- 
enon or incident of American civilization; or as a discussion of 
the mode of inquiry most appropriate for the ascertainment of 
the effects of tariff duties in any given case and for their alter- 
ation in accordance with the results of such inquiry. 

Choosing between these two views of the subject, I select the 
latter. Believing, however, that economic investigation has 
shown the evil effects of protective duties ; and considering, fur- 
thermore, that the majority of scientific students of the tariff are 
opposed to its maintenance for any purpose except the raising of 
revenue, I will waive all discussion of the abstract issues of pro- 
tection as unsuited to the time and place. 

I 

The question then practically calls for an analysis of the ap- 
propriate modes of tariff inquiry. This at once leads to the 
query: What is it desired to know about the tariff? Presumably 
the significant question would be the effect of the duties (1) upon 
the individual and (2) upon industrial society as a whole. The 
first part of this question may be dealt with first. 

In ascertaining the influence of the tariff upon the individual 
we need to know primarily its results in changing the distribution 
of wealth. These may be examined by considering the condition 
of those affected by the duties on given commodities. First 
of all, a study of the capital invested in each particular industry 
should be undertaken. This should deal with the forms of such 
capital, the conditions of investment, and allied questions. A 
second line of study should relate to the type of business organiza- 
tion adopted. Corporate earnings and dividends, conditions of 
monopoly and competition within the industry, and kindred mat- 
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ters, would form the staple of inquiry. The share of the employee 
or laborer must constitute the second chief topic for analysis. 
Here studies of nominal and real wages, conditions of labor effi- 
ciency and similar factors, will be the principal problems for study. 
A third line of fundamental investigation is found in connection 
with monopolized resources, natural elements of production, and 
the like. It must be ascertained how largely the tariff has con- 
tributed to the maintenance of monopoly prices in these elements 
of production, and how far, therefore, the capitalized values of 
such agents have been worked up to an artificial level under the 
influence of the tariff. Lastly, the interest of the consumer or the 
public at large is to be analyzed. This will call for two kinds of 
study ; — the examination of prices of staple articles and the analy- 
sis of qualities of goods from a comparative standpoint. 

The second part of the general inquiry already outlined then 
remains; — the influence of the tariff upon general industrial con- 
ditions. This calls for an examination of the indirect advantages 
or disadvantages, if any, which may offset or aggravate such evils 
as are found to be visited upon the individual by reason of tariff 
duties. Here may properly be raised the question of stimulating 
for general industrial reasons the production of some important 
manufacturers' materials, or products whose possession may be 
worth a sacrifice which more than corresponds to their direct in- 
dustrial value. 

It should be borne in mind that of course all these studies must 
be carried on by the comparative method. Conditions in foreign 
countries, prices there as compared with those in the United States, 
changes from year to year and period to period, will need 
careful and analytical consideration. There is no royal road to 
the ascertainment of tariff effects, any more than there is to the 
isolation of other economic factors and influences. Economic life 
is complex. Its elements cannot be segregated and examined one 
by one, as Professor Farnam has so ably pointed out in his presi- 
dential address. All that can be accomplished is to examine con- 
ditions by a comparative method, drawing conclusions tentatively 
and testing them by experience elsewhere. 

It is unfortunate that during the past two years the real com- 
plexity of this problem has been masked by a demand for one of 
those simple and easy cure-alls which when applied to the physical 
body we call patent medicines and when applied to the body politic 
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we call planks in a party platform. Three and a half years ago 
a great authority on economic practice, if not on economic theory, 
— the Republican party, — declared in its national convention that 
"In all tariff legislation the true principle of protection is best 
maintained by the imposition of such duties as will equal the dif- 
ference between the cost of production at home and abroad to- 
gether with a reasonable profit to American industries." 

In consequence of this announcement, sham battles have raged 
in Congress and on the stump, and public money has been poured 
out like water. The whole issue has centered around the assertion 
that it is possible to fix tariff duties upon a just and fair basis by 
ascertaining the relative amounts paid in money expenses of pro- 
duction here and in foreign countries. In that case, the minimum 
tariff that could properly be levied if money outlay in country A 
were x and in country B were y, the former being the larger, would 
be x — y. This notion seems to imply five fundamental assump- 
tions: (1) That money cost is identical with real cost and is a 
true index of competitive power; (2) That full competition exists 
in all industries both domestically and internationally; (3) That 
money cost can be accurately ascertained; (4) That cost of pro- 
duction is substantially uniform; (5) That goods are sold at 
prices closely dependent on cost of production. 

Probably none of these assumptions would be conceded in the 
abstract, yet if they are not so accepted it will necessarily be im- 
possible to accept the doctrine of comparative money costs of pro- 
duction as a guide to the proper or needed amount of tariff protec- 
tion. 

Mr. Cairnes, who discussed so many economic problems in a 
logical and permanently conclusive way, has considered this one 
with his customary thoroughness. He says: "The rate of wages, 
whether measured in money or in the real remuneration of the 
laborer, affords an approximate criterion of the cost of produc- 
tion, either of money or of the commodities that enter into the la- 
borer's real remuneration, but in a sense the inverse of that in 
which it is understood in the argument under consideration. In 
other words, a high rate of wages indicates not a high, but a low, 
cost of production, for all commodities measured in which the 
rate of wages is high; as on the other hand a low rate of wages 
indicates a high cost for all commodities measured in which the 
rate is low . . . Capitalists and laborers receive large remuner- 
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ation in America because their industry produces largely. . . . 
That is the simple and patent fact which all must acknowledge. 
. . . the high scale of industrial remuneration of America, instead 
of being evidence of a high cost of production in that country is 
distinctly evidence of a low cost of production; that is to say, in 
the first place of gold, and, in the next, of commodities which 
mainly constitute the real wages of labor — a description which 
embraces at once the most important raw materials of industry 
and the most important articles of general consumption. As re- 
gards commodities not included in this description, the criterion 
of wages stands in no constant relation of any kind to their cost, 
and is therefore simply irrelevant to the point at issue. 
Perhaps I shall here be asked how, if the case be so, the fact is to be 
explained . . . that the people of the United States are unable to 
compete in neutral markets, in the sale of certain important- 
wares, with England and other European countries. . . . How 
happens it, that, enjoying industrial advantages superior to other 
countries, they are yet unable to hold their own against them in 
the general markets of commerce? I shall endeavor to meet this 
objection fairly, and in the first place let me state what my con- 
tention is with regard to the cost of production in America. I 
do not contend that it is low in the case of all commodities capable 
of being produced in the country, but only in that of a large, 
very important, but still limited group. With regard to commodi- 
ties lying outside this group, I hold that the rate of wages is 
simply no evidence as to the cost of their production, one way or 
the other." 

What Professor Cairnes has said of wages applies with proper 
changes to other elements of cost and indicates how impossible and 
unfounded is the attempt to use money cost of production as a 
basis for the adjustment of tariff duties. I am aware, however, 
that, to many, the statement that Mr. Cairnes was a classical 
economist and a free trader will be a convincing reply to his logic, 
however cogent it might otherwise be. We may, therefore, discuss 
the theory of cost of production as a regulator of tariff duties 
from its own standpoint. We may accept the doctrine of protec- 
tion as sound for the moment and may consider the notion of 
money cost as a regulator without casting too critical an eye to- 
ward the foundations of the argument. Adopting this point of 
view, the first thing that presents itself for consideration is the 
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fact that in dealing with money costs it is necessary to accept 
actually ascertained facts as affording the basis for the analysis 
of cost, but even the briefest reflection shows that such a cost 
analysis must be fundamentally faulty. With an all inclusive 
tariff money costs in many lines necessarily lose the adjustment 
they otherwise would have. The acceptance of such money cost 
in the case of any given commodity implies the permanent mainte- 
nance of the tariff on other articles. This might be allowed for, 
perhaps, yet the difficulty is much greater than appears. The 
question of vested interests and of capitalized values comes to 
the front. Many of those who have recently been devoting atten- 
tion to questions of money cost of production have been disposed to 
regard the values of natural agents acquired under a regime of 
protection as permanent phenomena of nature. The Tariff Board 
in sending to Congress data about conditions of agriculture in Can- 
ada, included a table of farm values, and at least one member of 
the board has taken the view that the value of land is to be reckoned 
in the same way as the amount of capital employed in an industry 
for the purpose of getting at cost. In dealing with pulp and 
paper, one large element of cost was found to be pulp wood, and 
this was high in price because of the necessity of getting a return 
upon values which had been inflated because of a tariff previously 
established on the wood and pulp. This is a point of view familiar 
in Congress. Beet sugar men who appeared before committees of 
Congress not long ago urged as a reason for maintaining the tariff 
on sugar the high cost of production resulting from the neces- 
sary payment of large rentals for the use of land which had as- 
sumed an abnormal value because its product could be sold at a 
price which had been abnormally raised by the imposition of ex- 
cessive tariff duties upon it. The acceptance of artificial values 
due to monopoly produced by protection, is essentially a part of 
the protective philosophy and suggests that it is as difficult for a 
man to lower himself by his own bootstraps as it would be to lift 
himself to a higher level. 

II 

But, even granting the essentially protective basis of the money 
cost of production method of tariff revision, the proposed plan 
breaks down in practice. Some of the reasons why the view that 
cost of production does not serve as a reliable guide to the ascer- 
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tainment of the proper mode of imposing tariff taxes may be sum- 
marized as follows : 

1. In practice the ascertainment of costs upon a basis of 
sufficient accuracy is not feasible. Up to date Congress has re- 
fused the power to demand cost statements under oath from man- 
ufacturers and producers. Even if it should grant that power, 
there may be doubt as to whether fully reliable statements could be 
obtained. Foreigners would not be subject to the orders of Con- 
gress and might or might not permit access to their books. Thus 
far, they have usually refused the information concerning indus- 
trial costs which we have sought to get abroad. 

9,. Even if all manufacturers both here and abroad were willing 
to throw open their books in an absolutely honest and impartial 
way to an all-powerful commission, it would be of little service. 
Cost accounting is a less developed branch of the general subject 
of accounting than is supposed by many. A large percentage of 
plants either have no cost accounting system which is worthy of 
the name or only a very limited system. There is a very wide 
divergence of opinion as to the elements of cost and their ap- 
portionment. 

3. Even if a perfect system of cost accounting were installed 
upon a uniform basis in every plant manufacturing a given article 
throughout the world, knowledge of certain comparative costs 
would still be of little service, since costs in every country which 
was a competitive factor would have to be known before any con- 
clusions could be arrived at as to the tariff rates needed to pro- 
tect a given country against the competition of others. 

4. If all facts were known for every country the difficulty 
would be about as great as it was previously if the data were to be 
used for the establishment of tariff rates. This is because costs of 
production vary as widely within a given country as they do be- 
tween different countries. Unless it were known whether a duty 
was to be imposed for the purpose of equalizing costs as between 
the best and poorest, or the average or normal establishments, in 
the several countries, the information about costs would be useless 
as a basis for tariff duties. It is contended by some that this choice 
of a basis for cost could be determined by Congress as a matter 
of policy. That may be theoretically true, but of course is wildly 
absurd in practice. Congress could not, even under the protective 
philosophy, direct the imposition of tariff duties confessedly in- 
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tended to put the poorest producer in an industry upon a basis of 
equality with foreign plants. By so doing it would place a premi- 
um upon inefficiency and would merely suggest the establishment 
of more inefficient plants whenever a higher degree of protection 
was wanted. It could not accept the average cost, since that would 
protect nobody. It could not accept the most efficient producer as 
the basis of its levy of duties since that would be politically im- 
possible, in a country where the public is morbidly anxious re- 
garding the growth of trusts now that almost every industry 
has been organized under trust control. 

5. Even with a knowledge of all the points already enumerated 
and with a clear-cut intention as to whether the duties were 
intended to protect the poorest, average, or best producer, the 
cost analysis would still be inadequate because of the fact that 
many commodities are produced in groups, or as by-products of 
one another ; so that to utilize the general cost analysis as a basis 
for tariff rates, it would be necessary to know the manufacturer's 
intention with reference to the fixing of prices. It would further 
be necessary to know that the manufacturer had no disposition to 
establish "export prices" at rates lower than those that would be 
dictated by his cost of production. 

It remains true that after all, even though all of the foregoing 
factors were known, their use would be of no service except upon 
the supposition that the protective theory in its narrowest form 
was taken as correct. Information about cost, necessarily stated 
in terms of money, would have no real significance of a permanent 
economic character. Money costs do not correspond in all cases 
to real costs as measured by sacrifice and capital. It may be 
true that a given country can produce much more cheaply than 
another, yet it does not follow that it will so produce, since its 
cost advantage in some other line may be so much greater as to 
dictate its devoting its attention almost exclusively to that line. 

Professor Taussig puts the point most clearly in his recent 
admirable work on the Principles of Economics. Says he: "The 
ultimate determinant of value where there are noncompeting 
groups is marginal utility, not cost in the sense of labor or effort. 
. Expenses of production or outlays paid to secure labor 
are thus the results of value rather than the causes of value. . . 
The exchanges between different countries are analogous to the 
noncompeting groups within a country. . . . The rates of ex- 
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change in both cases are settled by broad causes acting slowly and 
little liable to disturbance except over long periods of time. . ." 
The cost of production theory in fact violates all of the laws 
of price worked out by economists, such as those which distinguish 
between goods produced at constant, diminishing, and expanding 
cost. It disregards the law of monopoly price and the effect of 
changes in demand. 

Ill 

It may be asserted by some practical men that there is no use 
in any such theoretical or abstract mode of dealing with this sub- 
ject. Practically, it is stated, the manufacturer of, say, cotton 
goods who has to face foreign competition reasons thus : My 
outlay on 1000 yards of a given fabric is, say, $500 for wages ; 
my interest on capital, depreciation, overhead-charges, etc., is 
$250 ; my raw material, is, say, $50 ; my selling charges, insurance, 
etc., are, say, $200. I can therefore lay my goods down in the 
Chicago market at $1000 or $1 per yard. My foreign competitor 
offers to lay down substantially similar goods of equal quality, all 
charges paid, at the same place, at $900 or 90 cents per yard. 
I must therefore have a tariff of say 10 cents per yard in order 
to put me upon an equality with him. If I cannot have this I 
must and will go out of the business. Given these facts, the legis- 
lator's duty is presumably to impose a tariff of at least 10 cents 
per yard. 

The first difficulty with this practical reasoning is that it pre- 
supposes that the whole undertaking is simply what is currently 
called a "manufacturer's proposition," and that the purpose of 
the tariff is not to afford what is termed "necessary protection," 
but also to enable the sale of goods at a profit without the neces- 
sity of attempting to lower costs or accommodate establishments 
to competitive conditions. But analysis indicates another and 
more serious phase of the problem. Plainly the test of competi- 
tive power here is found in prices. The manufacturer gauges his 
need of duty by market prices. He does not care what his com- 
petitor's cost may be. Provided that competitor is able to make 
a price below that which he considers that he himself ought to 
make, he feels at a disadvantage. The question of export prices 
thus suggests itself, and also the question whether the domestic 
producer who is taken as a type is really the true representative 
of the industry. How grotesquely impossible the latter supposition 
is may be seen from the report rendered by President Taft's Tariff 
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Board on the subject of pulp and paper during the past summer. 
In that report it was shown that taking about two-thirds of the 
tonnage of paper mills in the United States and Canada there was 
an average difference in money expense of $5.30 per net ton of 
paper. It was found, however, that the best mills in this country 
equipped with up-to-date machinery could make paper for the 
same money outlay as the best in Canada. From this it was argued 
by paper makers and paper representatives in Congress that a 
duty of $5.30 per ton to cover average cost difference was needed. 
Yet reflection would seem to lead to several conclusions quite at 
variance with this view. (1) The best mills here evidently did not 
need the duty even from the manufacturer's standpoint. (2) The 
poorest evidently needed protection against our own best establish- 
ments much more than they needed it against Canada. But no 
one suggested the desirability of protection within the United 
States. Evidently, then, the cost of production analysis had 
no such meaning as was suggested for it, inasmuch as the better 
mills had no need of the protection and the poorer could not profit 
by it. Very much the same conclusion in a modified form is to be 
drawn from the recent report of the Board on raw wool in which 
much the same cost differences are shown. The analysis however 
suggests a different mode of approaching the question. May it 
not be that in many lines of production trade agreements and the 
like result in establishing a price which is fair to all and gives all 
a living profit? We know that in the paper industry such a trust 
exists and that the poorer plants are either owned by the combi- 
nation or protected against competition for good and sufficient 
reason. They are thereby enabled to continue in existence with 
their obsolete machinery and out-of-date methods. In this case, 
the establishment of a tariff to equal the difference between foreign 
prices and domestic simply recognizes a monopoly and guarantees 
it a return on its capitalization. 

Since cost cannot be ascertained on any uniform basis, since 
costs vary with every establishment and with every manager, 
since unit costs depend in modern industry far more on the amount 
of goods sold than upon the initial outlay, those who would use 
costs as a basis of tariff duties are invariably, if unconsciously, 
forced away from their own principle and toward that of price 
as a regulator of rates. This is seen in the recent report of the 
Tariff Board on raw wool, where it is admitted that it is not pos- 
sible to state in exact terms the actual cost of production of a 
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pound of wool considered by itself, for the simple reason that 
wool is but one of two products of the same operation ; that is to 
say, flocks produce both fleeces and mutton — products entirely 
dissimilar in character and yet produced as the result of the same 
expenditure for forage and for labor. The only practical method, 
therefore, of arriving at the approximate cost of the wool is to 
treat fleeces as the sole product and charge up against their pro- 
duction the entire receipts from other sources. This method gives 
an accurate result so far as the profits or losses on flock mainte- 
nance are concerned ; results which are comparable as between 
various sheep-growing regions. Thus of course is raised the ques- 
tion whether the receipts from mutton will always be the same. 
And again, if the Board were seeking to get at the cost of mutton 
would it charge up the receipts from fleeces as an offset? If so, 
would not the cost of mutton depend on the price received from 
fleeces and vice versa? And if this be true, would it also be true 
that a reduction in the price of wool might simply be offset by 
raising the price of mutton? Perhaps that would depend on the 
question as to what the beef trust, also so highly protected, would 
pay for the mutton. 

President Taft, who has almost consistently stood for the cost 
of production theory as a regulator of rates, frankly admits its in- 
applicability in the recent message to Congress of December 20, 
1911, where he directly accepts the market price of cloths as the 
test of competitive power, and says : "The findings show that the 
duties which run to such high ad valorem equivalents are prohibi- 
tory, since the goods are not imported, but that the prices of do- 
mestic fabrics are not raised by the full amount of duty. On a set of 
one-yard samples of 16 English fabrics, which are completely ex- 
cluded by the present tariff rates, it was found that the total for- 
eign value was $41.84; the duties which would have been assessed 
had these fabrics been imported, $76.90 ; the foreign value plus the 
amount of duty, $118.74); or a nominal duty of 183 per cent. In 
fact, however, practically identical fabrics of domestic make sold 
at the same time at $69.75, showing an enhanced price over the 
foreign market value of but 67 per cent." This amounts to an 
abandonment of the cost of production view when it comes to the 
discussion of an actual case in point. 

IV 

The fact is that those who advocate the use of cost of produc- 
tion as a guide in fixing tariff duties have something quite different 
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in mind from those who ask a study of the effects of the tariff. 
What they really want to know is this : How great a duty shall 
be imposed in order to retain the domestic market, or the bulk of 
it, for the domestic manufacturer? But this, as we have seen, has 
no necessary bearing on, or relation to, cost of production. It is 
purely an empirical question. Experience shows about how large 
a volume of a given kind of goods will move from one country to 
another under given rates of duty, and about how largely this will 
be increased with every drop in the rates. Experience shows, too, 
about how much of a given commodity will be absorbed in a given 
consuming area with every drop of given amount in price. A 
study of those two factors in their relation to one another will show 
about what rates, under given conditions, are necessary to assure 
a given degree of monopoly of the home market. Then the ques- 
tion how great a degree of such monopoly is to be granted by law 
is merely a political question to be answered on the same princi- 
ples as the question whether a capitation tax on bachelors is de- 
sirable or whether it is wiser to increase the duty on beer or that 
on tobacco. 

In this instance, as in so many others, the truth is that legisla- 
tors in the course of their experience have hit on the most available 
method of practical procedure. Observation shows that they fix 
duties on a basis of comparative prices under the influence of the 
manufacturers, or of the public welfare, or of the needs of the 
treasury, as the case may be. Cost of production theorists are 
driven to do practically the same, owing to the breakdown of their 
impossible system. 

Great economic questions will remain and will continue to present 
themselves as enigmas generation after generation. When they 
involve conflicts of class interest they will be settled in democratic 
countries by the ballot. Fundamentally, each such question is an 
ethical question. There is no rule of thumb by which it can be 
disposed of. Scientific analysis of the tariff in its effects on la- 
bor, capital, and return to natural agents, will of course continue 
to be developed and will grow more and more perfect. But mean- 
while many passing phases of discussion will follow one another 
across the political scenes and many political cure-alls will be 
offered to a credulous public. Meantime the subject will offer 
the same difficulties and the body politic will continue to suffer 
from the effects of its original disease rendered more complex by 
the effects of erroneous remedies. 



